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At the end of March 2021, the UK government reported that a third 
of British companies had made commitments to eliminating carbon 
emissions by 2050.1 Around the world, other companies have 
made similar net-zero pledges, as have more than 100 countries.2 
Yet while the commitments reflect a collective ambition to tackle 
climate change, one barrier for business in meeting these goals lies 
in a question: what exactly does “net-zero” mean?

The varying definitions of net-zero emerged as one of ten 
“pain points” in a major research programme conducted 
by Economist Impact and sponsored by HSBC. To assess 
companies’ progress towards net-zero and understand how 
they will overcome roadblocks along the way, we conducted a 
literature review, a survey of 500 global business leaders from 
a variety of sectors, in-depth interviews and desk research, and 
convened an advisory board of experts.

Part of the challenge, we found, is the lack of a single definition 
of net-zero. In the survey, many respondents were looking 
for greater guidance from policymakers, with 27% of all 
respondents highlighting this, rising to 31% among those from 
large enterprises. 

And while many companies are using the Science-Based 
Targets initiative (SBTi),3 a joint initiative by CDP (whose 
global disclosure system enables investors, companies and 
governments to manage their environmental impacts), the UN 
Global Compact, the World Resources Institute and WWF, 
which helps organisations to set the right goals and highlights 
best practices, the term net-zero is often confused with terms 
such as carbon neutrality.

Net-zero versus carbon neutrality
“They’re fundamentally different,” says Tom Delay, chief 
executive of the Carbon Trust, a consultancy set up with UK 
government funding in 2001. “Carbon neutrality is a snapshot 
in time of the carbon emissions of an organisation and simply 
means all the negative emissions are in some way offset to 
bring the total to zero at that point in time.”

He also highlights the fact that the carbon offsets used to 
achieve carbon neutrality are mostly avoided emissions rather 
than greenhouse-gas (GHG) removals. “This can result in 
lower emissions, but to get to net-zero you have to reduce the 
emissions you put out, and when you’ve reached the point 
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where you can’t reduce your emissions any further you 
have to balance that with GHG removals.”

He points to the SBTi definition of net-zero, which states that: 
“To reach a state of net-zero emissions for companies implies 
two conditions: to achieve a scale of value-chain emission 
reductions consistent with the depth of abatement achieved 
in pathways that limit warming to 1.5°C with no or limited 
overshoot; and to neutralise the impact of any source of 
residual emissions that remains unfeasible to be eliminated by 
permanently removing an equivalent amount of atmospheric 
carbon dioxide.”4

María Mendiluce, CEO of the We Mean Business coalition, 
sees the SBTi definition as a major step forward in clarifying 
the meaning of net-zero. “This will give companies the 
standard to ensure that their ambition and action is in line 
with achieving net-zero by no later than 2050, while ensuring 
that their plans are compressive, credible and deliver the most 
value for society.”

However, net-zero means different things to different entities. 
“There’s an urgent challenge around definitions that has to 
do with what we mean by net-zero for the world, net-zero 
at the country level and net-zero at the individual company 
level,” says Tom Murray, vice-president of EDF+Business, 
at the Environmental Defense Fund, a leading international 
environmental organisation. 

Intra-company variations
Moreover, confusion over definitions can exist within 
organisations. In our survey, almost 43% of respondents  
said that different interpretations of what a net-zero strategy 
means across different functions, from the CFO to the  
head of procurement and facilities managers, erected  
a barrier to meeting climate goals, with 20% seeing this  
as a “very significant” hurdle.

Confusion over the meaning of net-zero emissions could be one 
reason why our survey revealed a surprising level of optimism 
from business leaders, with almost 70% saying that they had 
set a net-zero goal, three-quarters planning to have reached it 
by 2025 and nine in ten confident about the outcome.

The need for more transparency and clarity about what exactly 
companies define as achieving net-zero globally is evident from 
our research and advisory-board insights. “When companies 
make net-zero commitments, they need to be super clear on 
what the scope of those commitments is and how companies 
are planning to achieve set targets,” says Ekaterina Hardin, 
sector lead for extractives and minerals processing at the 
Sustainability Accounting Standards Board. 
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Part of this means acknowledging the scale of the challenge, 
says Charles Donovan, executive director of Imperial College 
Business School’s Centre for Climate Finance & Investment. 
“Most companies are not in a position to meet net-zero as 
we define it,” he says. “So either their action is going to have 
to pick up substantially or they’re going to find some way in 
which the definition meets the action.”

Engaging in policy formulation
Other areas of confusion emerged from our research. The 
literature review revealed that businesses seeking to transition 
their business to net-zero emissions find a “lack of detail over 
government climate policy and regulatory barriers” as one of 
the biggest obstacles to progress.5

However, Mr Murray says that the best way for companies to 
address this lack of policy clarity is to engage directly in the 
formulation of climate legislation. He cites one opportunity 
to do this in the US, where the Securities and Exchange 
Commission is seeking public comment on climate-change 
disclosures.6 “The most powerful tool that companies have to 
fight climate change, accelerate the clean energy transition and 
meet shareholder demands is their political influence.” 
 
Key action points to consider   
	¡ Create a clear definition of net-zero using accepted 
definitions such as that established by the SBTi  
and based on the company’s sector and applicable  
public policy or regulation.
	¡ Secure buy-in for the definition among board members, 
senior executives and other key stakeholders.
	¡ To ensure consistency and reinforce understanding, make 
reference to the definition in all initiative planning documents, 
as well as in internal and external communications.

1  Gov.uk: https://www.gov.uk/government/news/third-of-uks-biggest-companies-commit-to-net-zero#:~:text=30%20of%20the%20UK's%20
FTSE100,Nation's%20Race%20to%20Zero%20campaign. 

2  Bloomberg: https://www.bloomberg.com/news/articles/2021-02-01/the-benchmarks-countries-must-hit-to-reach-net-zero-emissions#:~:text=More%20
than%20100%20countries%20have,polluter%2C%20has%20a%202060%20goal. 

3  Science-Based Targets initiative: https://sciencebasedtargets.org/how-it-works 
4  Carbon Trust: https://www.carbontrust.com/what-we-do/net-zero#:~:text=Net%20zero%20encompasses%20the%20entire,measure%20and%20

verify%20their%20footprints. 
5  “Bank of England convenes members of the public and businesses to join the climate change debate” (internet), Bank of England, 2021; available at: 

https://www.bankofengland.co.uk/news/2021/january/bank-of-england-convenes-members-of-the-public-and-businesses-to-join-the-climate-change-
debate 

6 SEC: https://www.sec.gov/news/speech/lee-climate-change 
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